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AUDITORS’ REPORT 


To the Shareholders of 
Claiborne Industries Limited 


We have examined the consolidated balance sheet of Claiborne Industries Limited as at September 30, 1979 and 
the consolidated statements of income, deficit and changes in financial position for the year then ended. Our examina- 
tion was made in accordance with generally accepted auditing standards, and accordingly included such tests and other 
procedures as we considered necessary in the circumstances. 


The company is involved in the following legal proceedings the outcome of which cannot presently be determined. 


(a) As described in note 2(a), the realization of the unrecovered Advances to former shareholders and companies 
related to them of $824,291 is dependent upon the outcome of a legal action or upon such further proceeds as 
are derived from the liquidation of the security on the Advances. 


(b) As described in note 2(b), Series B debentures which are stated to have matured April 1, 1979 are the subject 
of a legal action. 


(c) As described in note 2(c), a subsidiary’s Series A debentures are the subject of a claim by their holders and 
counterclaim by the company. 


In our opinion, subject to the effects, if any, on the financial statements of the ultimate resolution of the legal 
proceedings referred to in the preceding paragraph, these consolidated financial statements present fairly the financial 
position of the company as at September 30, 1979 and the results of its operations and the changes in its financial 
position for the year then ended in accordance with generally accepted accounting principles applied on a basis 
consistent with that of the preceding year. 


Toronto, Canada Thorne Riddell & Co. 
December 21, 1979 Chartered Accountants 


Claiborne Industries Limited 


(Incorporated under the laws of Canada) 


CONSOLIDATED BALANCE SHEET AS AT SEPTEMBER 30, 1979 


ASSETS 1979 1978 


CURRENT ASSETS 
Accounts receivable, net of allowance for doubtful 


accounts of $148,0002,$85,000 in 1978 3,0. 2 eee eee $1,890,027 $1,513,417 
Inventories, at the lower of cost and net realizable value ..................... 1,967,310 1,749,583 
Prepaid expenses-and deposits S..monsan =i: aaa: een oe ee hy ane 11,106 6,476 
Advances’. 0 Sn.6 5 Oo el thats meee ae es ae ee ee ee Pa a TET IB) 
3,868 ,443 3,649,355 

ADVANCES j(notes2(a)) cfc eo cece pectic crac caesarean 2824291 92824,291 
FIXED-ASSETS i(note:3:) enone ie ees as oe ee 445,518 440,703 
OTHER. ASSETS ee oe a etree eet tee ae 1,356 2,406 


$5,139,608 $4,916,755 


LIABILITIES 

CURRENT LIABILITIES 

Bank indebtedness (note 4))2. anec. cose Se ee eee $ 835,060 $1,111,227 

Accounts payable and accrmed lrabilities 2 4 see ae eee eee 1,116,929 1,201,853 

Income taxes payable..2.0ssaic.sac Sines ena ee ee ee ae 124,700 — 

Current portion of long term debt ..2 5. 2 ac) eee ee ee ee 34,255 87,477 

2,110,944 2,400,557 

LONG, TERM. DEBT (note’5) oe occ oe here ee ee 627,948 655,193 
DEBENTURES — SUBJECT OF LEGAL ACTIONS (notes 2(b) and 2(c)) 

Princapall © shiek!) c.ctoRir  d coe Se 0 Ble Gaim, ieee Sei ane Ute Reece ce 585,000 585,000 

Interest fsa o.euco, bog d wether te ee a er ee 39,187 a 

624,187 585,000 
SHAREHOLDERS’ EQUITY 

CAPITAL STOCK (note 7) 

Issued 

M2554 2,15 Classe AsSNares iamrd rn ee uc cen nc oe ees 3,655,814 3,655,814 

CONTRIBUTEDSSURPLUS Fo ete ee ee ee ee ee 24,040 24,040 
DEPICT E soaps Scand os OF meee reg rm ee a oe re en (1,903,325) (2,403,849) 


L776 5529 1,276,005 
$5,139,608 $4,916,755 


Legal proceedings (note 2) 
Commitments (note 8) 


Approved by the Board 
‘J. M. Boyd’’, Director 


“Joseph Roberts’’, Director 


Claiborne Industries Limited 


CONSOLIDATED STATEMENT OF INCOME 
Year Ended September 30, 1979 


1979 1978 
Sea Les ee ee ira MNS Ma ili Mid ct Bev ys. Sead aan sawed See eas aoe ee $10,584,929 $8,737,350 
<ETISIZOE SQICS eer Wg sSNA fou his.c et Ot Gia ST Ree 1,920,155 6,749,535 
CTU 0 70) FSi ia ee a Mk Pe A 2,664,774 1,987,815 
Expenses 
pcilanpepadiministrative and Peneral i, o.3h5s een cc Aen ee ee ee 1,697,946 1,493,211 
EX OVIStOU sarc COUDLLULACCOUNIS ad. unr acs. culver Se ace oak ae ee oe 93 ,009 62,209 
fiteresimonelonsaterin eDi@ee. ates Lares otha tien hen ae eee 122,874 138,006 
RO EMI GEE SE meat a ee SP ete ako aren aid She cease ee Sty pei a eS ne a 104,313 115,334 
Bie PRCA Ae earner rast Per yes eect Sai aS ag ns ea Sal eGa ere aye acne on coe RE 32,265 31,435 
2,050,407 1,840,195 
Income before income taxes and extraordinary item «2.1.2. 020s. os.<eesesee Sear 614,367 147,620 
Bie UCLA ACS EAE MR rec, eicw ths ct) op oni U5 Spc. ciyGs¥. Se ais, Dee e ekiens ee eetinednauaeiee 324,832 66,000 
Piealicaperorere xi aOrdinaly Meni ia'.m, eaaidla oe wee alee. RS es ee 289,535 81,620 
Reduction of income taxes resulting from application of prior years’ losses ......... 210,989 66,000 
PN TCE SING OME Oriicts accu caeeatee OR Oe mane oe ee eee a ens ee ee ets $ 500,524 $ 147,620 
EARNINGS PER SHARE 
lRcoMmeIDElOLe EX(raOldiniary Iter occ, een aon oes ce Ae eae re ore eee eee .23¢ .O7¢ 
PCPMOCOIMIC Meche eer. ORT eee kes coe trea Sate weil PPO AT ae 4 Bees ee oe .40¢ .12¢ 
CONSOLIDATED STATEMENT OF DEFICIT 
Year Ended September 30, 1979 
1979 1978 
DEP ICLIZA TIBEGINNING OF YEAR | oi. ees one 6 ons Se eee bosons os Bee ahces $2,403,849 $2,551,469 
ISTE TELAT wos Say A ee mee mere es RS ince ince oS 500,524 147,620 
DEEICTICATZEND- OF; VHAR ike sc ae incne cnet shoes Oe wauinls sain een meres $1,903,325 $2,403,849 
CONSOLIDATED STATEMENT OF CHANGES IN FINANCIAL POSITION 
Year Ended September 30, 1979 
1979 1978 
WORKING CAPITAL DERIVED FROM 
CSPETAGOTS ped oe fs oon a Reta w SA Oe nek ae eee oe $ 533,839 $ 180,106 
Decrease sin Advances a .he 6 ates eis eee ences eee es OC ce eee marron aerseemcwe — 411,544 
Interest on debentures — subject of legal action .............-.-e eee eee eee 39,187 — 
573,026 591,650 
WORKING CAPITAL APPLIED TO 
Reduction in non-current portion of long term debt................---------- 27,245 87,477 
PIC nSPenO LA TK ECP ASSEISh te. «ite coos. G Se PSI nLome ies ners nM BRsiet Me sen 6 37,080 24,687 
64,325 112,164 
PR HASH INGWORKING CAPITAL (05656 sis nies oie ners nerd ie siege ses nile 508,701 479,486 
WORKING CAPITAL AT BEGINNING OF YEAR ...........-..-.--55-5005: 1,248,798 769,312 
WORKING CAPITAL AL.END OF YEAR 24.645 250505 25). Ve as cee ene Deon $1,757,499 $1,248,798 


1. 


Claiborne Industries Limited 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
September 30, 1979 


SIGNIFICANT ACCOUNTING POLICIES 


(a) 


Principles of consolidation 
The consolidated financial statements include the accounts of the company and its subsidiary, Rocamora 
Corporation Limited (Rocamora) and its subsidiary Braywood Corporation Limited (Braywood), each of 
which is wholly-owned. 
Fixed assets 
Depreciation is provided on a straight-line basis using the following annual rates: 

Building — 5% 

Equipment — 10% 

Automotive — 25% the first year and 20% thereafter 


LEGAL PROCEEDINGS 


(a) 


Advances 

On January 16, 1978, the company commenced legal action against J. H. Black, J. E. Whiteside, B. Hill 
(herein referred to as ‘‘former shareholders’’) and companies related to them and against the Provincial Bank 
of Canada (now National Bank of Canada and herein referred to as ‘‘National Bank’’) and former employees 
of that bank in which the company seeks, amongst other things, recovery of: 


(i) Advances in the principal amount of $1,106,252 (being the amount of such Advances on January 16, 
1978 before net recoveries from the liquidation of security for the Advances of $281,961). 


(ii) An interest component, being an amount equal to the interest charges incurred by the company with 
respect to monies borrowed to finance the Advances, or in the alternative, interest at 15% on the 
Advances. 


(iii) Non-recurring corporate expenses incurred in connection with the Advances. 
(iv) General and other damages. 


The company on advice of legal counsel considers that the Advances as made constituted a fraudulent transfer 
of funds and that interest would not necessarily be recoverable as such but would be, potentially, a component 
of any damage award. 


If the legal action is unsuccessful, the company’s recovery of the Advances may be limited to realizations 
available from the following security, the status of which as at September 30, 1979 is summarized as follows: 


(1) Chattel Mortgage on Livestock 
Certain of the livestock, which are the subject of a chattel mortgage to the company, were disposed of by 
the National Bank which held other security interests in the livestock. The company realized $495,000 in 
1977 and $31,665 in 1978 from these sales. The bank has undertaken to pay the company an additional 
$67,335 from further sales but the company, on advice of legal counsel, has taken the position that it is 
entitled to all of the net proceeds from the sale of the subject livestock. 

(ii) Marina Mortgages 
The company held a $300,000 mortgage of leasehold on a marina property, which was sold under 
direction of the Supreme Court of Ontario and the net proceeds of approximately $450,000 are currently 
held under the control of the court for distribution to the creditors of the marina. The company anticipates 
realization of a substantial portion, if not all, of its claim. 

Series B debentures — subject of legal action ($550,000) 

The company has outstanding 9'/2% Series B debentures which are stated to have matured April 1, 1979, and 

to be secured by a first floating charge on the assets of the company. The principal amount of debentures 

outstanding is $795,000 of which $245,000 are held by subsidiaries of the company. Interest on these 


debentures has been accrued in the accounts but not paid pending resolution of a legal action instituted by the 
company on February 5, 1979. 


(c) 


In this action, the company claims against the holders of the outstanding debentures, the National Bank and 
others for, amongst other things, a declaration that the debentures are fraudulent and void, an Order directing 
the holders to deliver up the debentures for cancellation and to repay all monies paid by way of interest. The 
company is alleging in the action that the debentures were issued as part of a fraudulent scheme to raise 
monies for the benefit of former shareholders and companies related to them and, indirectly for the benefit of 
the National Bank. 


Rocamora — Series A debentures ($35,000) 

Rocamora has not accrued nor paid interest on an aggregate principal amount of $145,000 outstanding Series 
A debentures. The holders of these $145,000 debentures commenced a legal action against Rocamora seeking 
payment of the principal amount of the debentures, interest and costs and, as well, claiming possession of the 
assets of Rocamora. Rocamora counterclaimed for a declaration that these debentures are fraudulent and void 
and subsequently the debenture holders discontinued the action with respect to $60,000 of the debentures. 
Rocamora, on advice of legal counsel, believes that its counterclaim will be successful in respect of the 
remaining $85,000. The company has, in its accounts, cancelled $110,000 of such debentures by setting off 
the amount thereof against assets received by the company allegedly as consideration for the issuance of the 


debentures. 


FIXED ASSETS 


1979 1978 
Accumulated 
Cost depreciation Net. Net 

TE AIA PPE eee orem itouctia meses Aconsbi aah Mah se $150,796 $150,796 $150,796 
PS UM Chin) eee ele Seat (cent ans shh ct cites bia vides 529,264 $295,913 2335354 20159379 
APU DTIC Hh te Mega adtee anette In, wae OR ma eke en a a0 107,568 97 ,034 10,534 8,111 
PNULOTBOUVE ary ee ra Pane, 6G. Aono ex Ric ete 85,741 34,904 50,837 29,859 
$873,369 $427,851 $445,518 $440,703 

BANK INDEBTEDNESS 

1979 1978 

Cheques issucdunl excess Ol AMOUNTS ON GEPOSIt ...45 5-6. crater es na $ 47,879 $ 49,046 
DCMAndeDAankslOAanS west: roe eis ey RR eran tee pepett SM oe ER Paine eee nee eee 787,181 1,062,181 


A demand bank loan of $685,000 is secured by a general security agreement under The Personal Property Security 
Act, an assignment under section 88 of the Bank Act, a collateral mortgage on the company’s building and a 
floating charge debenture of $1,500,000 on all the assets of the company. This security also covers a guarantee 
provided by the National Bank in the amount of $500,000 to a major supplier. 


Braywood’s demand loan in the amount of $102,181 is collaterally secured by a Series B debenture of the company 


of $135,000 (one of the debentures referred to in note 2(b)). 


LONG TERM DEBT 


1979 1978 
11'/4% Mortgage, due April 1, 1984 amortized over twenty years ............. $472,203 
10'/2% Mortgage, due June 1, 1980 amortized over twenty-five years .......... $329,517 
15% Mortgage, due November 1, 1978 amortized over twenty-five years ....... 145,541 
NAN CCRCOMCCACES MEN ee eae Sree A snd clin ticUeaaioNemsMee eer pehe thsietens 2,612 
Series A debentures of Rocamora, 11%, maturing January 13, 1981, secured by a 
first floating charge* on all assets of the subsidiary (see (i) and (ii) below) .... 190,000 265,000 
662,203 742,670 
hvelrael in Guinn WRIEES . ooh bogs cen cem eos. eS oe ceo dbase von uame I 6 34,255 87,477 
$627,948 $655,193 


*Subject to prior charge securing bank indebtedness. 


(1) A further $145,000 of these debentures are the subject of legal proceedings (see note 2(c)). 

(11) Agreement was reached during the year in respect of a possible dispute relating to $225,000 of outstanding 
debentures: $75,000 thereof were retired during the year and, effective January 1980, the company will 
repurchase $3,000 per month of the subject debentures. As well, the company has committed a portion of the 
realization of further amounts on the security for the Advances to the repurchase of the debentures. 


Principal payments on long term debt for each of the four years subsequent to September 30, 1980 are as follows: 


198). oes cee cae adhe din wieeslal See toc ne eee ee $171,094 
he mn NME ini dco o cs vp cod so see ou ee 9,030 
1983 a seis see ache Wein w ae bois ached ele esl Ge eM eC a ee  e ine 10,075 
Le ri rrr irra mr Saya aawed oacaeoe Goon i: 437,749 

$627 ,948 


INCOME TAXES 
At September 30, 1979, the companies had available an excess of $82,000 of undepreciated capital cost over the 
net book value of the related fixed assets, the tax effect of which has not been recorded in the accounts. 


CAPITAL STOCK 
The company has been continued under the Canada Business Corporations Act and there is no limitation on the 
number of shares that may be issued. The Class A shares are convertible into Class B shares (non-voting) on a one 


for one basis provided that no more than 90% of the shares issued and outstanding shall be so converted into Class 
B shares. 


COMMITMENTS 
(a) The company has leased computer equipment for a five year period at $20,000 per annum. 


(b) The company has entered into a consulting agreement with its former general manager providing for payment 
of $40,000 in calendar year 1980 and $18,000 per annum in each of 1981 through 1985. 


OTHER INFORMATION 
(1) Remuneration of directors and senior officers, (which under the Ontario Securities Act includes all directors 
and the five highest paid employees of which two are directors) was as follows: 
1979 1978 


Directors*and senior officers7 400 Oo eee $198 ,000 $186,000 


(ii) Legal fees of $103,590 and accounting fees of $32,260 were incurred in 1979 for professional services 
provided by firms of an officer and director, respectively. 


